USAC

Universal Service Administrative Company

CONFIDENTIAL - USAC PROPRIETARY
To: Mel Blackwell, Vice President, Schools and Libraries Division
From: Wayne Scott, Vice President, Internal Audit Division
Date: October 25, 2010
Re:  Independent Auditor’s Report on Zapata Independent School District’s

Compliance with Schools and Libraries Support Mechanism Rules (USAC Audit
No. SL2010LR003)

Introduction

The Universal Service Administrative Company (USAC) Internal Audit Division (IAD)
performed a limited review of Zapata Independent School District (Zapata ISD or
Beneficiary), Billed Entity Number (BEN) 141503, for compliance with the regulations
and orders governing the Schools and Libraries Support Mechanism, set forth in 47
C.F.R. Part 54, as well as other program requirements (collectively, the Rules).
Compliance with the Rules is the responsibility of the Beneficiary’s management. USAC
IAD’s responsibility is to express a conclusion on the Beneficiary’s compliance with the
Rules based on our limited review.

Zapata ISD is a public school district located in Zapata, Texas that serves over 3,200
students.

Purpose and Scope

We conducted this limited review in accordance with Generally Accepted Government
Auditing Standards issued by the Comptroller General of the United States (2007
Revision, as amended). The purpose of our limited review was to determine whether the
Beneficiary complied with the Rules. The limited review was performed to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our objectives. Our limited review included examining, on a test
basis, evidence supporting the competitive bidding undertaken to select a service
provider, physical inventory of equipment purchased and maintained as well as
performing other procedures, as we considered necessary to form a conclusion. We
believe that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our objectives.

USAC Audit No. SL2010LR003 DRAFT Page 1 of 20
CONFIDENTIAL USAC PROPRIETARY



The following chart summarizes the amounts committed and disbursed to the Beneficiary

for Funding Years 2005 to 2009:

Amount Amount
Service Type Committed Disbursed
Internal Connections $0 $0
Basic Maintenance of Internal Connections $160,439 $160,439
Internet Access $217,640 $183,588
Telecommunications $0 $0
Total $378,079 $344,027

Our limited review included an examination of 14 Funding Request Numbers (FRNs)
during Funding Years 2005 to 2009, comprised of seven FCC Form 471 applications.
The committed total represents three FCC Form 471 applications (application numbers
484065, 531511, 549988) comprised of three Funding Request Numbers (FRNs). We
selected all 14 FRNs, which included those FRNSs that have not been committed, to
perform the procedures enumerated below with respect to the Funding Years 2005 to
2009 applications submitted by the Beneficiary.

Our procedures were performed to determine whether the Beneficiary complied with the
Rules. For the purposes of this report, a finding is a condition that shows evidence of
noncompliance with the Rules. An “other matter” is a condition that does not necessarily
constitute a rule violation but warrants the Beneficiary and USAC management’s
attention.

Conclusion
USAC IAD concludes that the Beneficiary was not compliant with the Rules for the
period examined. Our examination disclosed one finding and two other matters. A
summary of the results and procedures are included below.
Findin

e The Request for Proposal (RFP) was not adverstised properly.

Other Matters

e Payments were not made timely.
e There was a lack of competitive bidding and invoicing documentation.
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Exception Taken and Recovery Action

Finding Monetary Effect USAC
of Finding Management
Recovery Action
#1 Failure to Advertise RFP Properly $105,571 $0
Total Net Monetary Effect $105,571 $0

Limited Review Procedures, Findings, and Responses

A. Application Process
We obtained an understanding of the Beneficiary’s processes relating to the Schools
and Libraries Support Mechanism. Specifically, we examined documentation to
support its effective use of funding and that adequate controls exist to ensure funds
were or will be used in accordance with the Rules. We used inquiry and direct
observation to ensure the Beneficiary was eligible to receive funds and had the
necessary infrastructure to support the services for which funding was requested.

B. Competitive Bid Process
We obtained and examined documentation to ensure that all bids received were
properly evaluated. We also obtained and examined evidence the Beneficiary waited
the required 28 days from the date the FCC Form 470 was posted before signing
contracts with service providers. We reviewed the service provider contracts to
determine whether they were properly executed. We evaluated the equipment and
services requested and purchased for cost effectiveness to ensure price was the
primary factor.

C. Invoicing Process
We reviewed invoices for which payment was disbursed by USAC to determine that
the equipment and services claimed on the FCC Form 474 Service Provider Invoices
(SPIs) and corresponding service provider bills were consistent with the terms and
specification of the service provider contracts. We also reviewed invoices for FRNs
pending approval by USAC. In addition, we examined documentation to ensure the
Beneficiary paid its non-discounted share in a timely manner.

D. Site Visit
We performed a physical inventory to evaluate the location and use of equipment and
services to ensure it was located in eligible facilities and utilized in accordance with
the Rules. We evaluated whether the Beneficiary had the necessary infrastructure to
support the equipment and services for which funds were requested. We also
evaluated the equipment and services purchased by the Beneficiary to ensure funding
is used in an effective manner.
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Our limited review findings as well as responses to the findings are provided below. We
have evaluated the validity of the Beneficiary’s and service provider’s (where applicable)
responses to our findings and our position on these issues remains unchanged.
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Finding #1
Failure to Advertise RFP Properly
Funding Year 2006

Criteria
“Except as provided in Sec. 54.511(c), an eligible school, library, or
consortium that includes an eligible school or library shall seek
competitive bids, pursuant to the requirements established under this
subpart, for all services eligible for support under §54.502 and §54.503.
These competitive bid requirements apply in addition to state and local
competitive bid requirements and are not intended to preempt such state or
local requirements.” 47 C.F.R. § 54.504(a).

Condition

We examined documentation to support the competitive bidding process undertaken to
select a service provider. We noted that Zapata ISD issued a Request for Proposal (RFP)
to solicit bids for the procurement of Wireless Wide Area Network (WAN) and Internet
Access (IA) services for FRN 1481533 via its consultant’s website. However, Zapata
should have advertised the RFP in a local newspaper once a week for at least two weeks
prior to the deadline for receiving bids as required by Section 44.031(g) of the Texas
Education Code.

Cause

Zapata ISD did not demonstrate sufficient knowledge of the Rules governing the
competitive bidding process. Zapata ISD informed us that it did not advertise the RFP in
the newspaper because the local service providers would not be able to furnish the
services requested. Therefore, Zapata personnel believed that the school district should
have been exempt from the advertisement requirement.

Effect
The monetary effect of this finding is a $105,570.89 overpayment of support. This
amount reflects the total amount of funding disbursed for FRN 1481533.

Recommendation

We recommend USAC management seek recovery of $105,570.89 from Zapata ISD. We
also recommend Zapata ISD ensure the competitive bidding process is performed in
accordance with the Rules as well as state and local requirements and that sufficient,
appropriate documentation is maintained to evidence such compliance.

Beneficiary Response
The individual entrusted with the program process demonstrated a lack of
knowledge of the rules governing the competitive bidding process. This
individual was under the direction of an E-Rate consultant, Carlos
Alvarez, E-Rate360, Inc., that assured him the filing of the Form 470 itself
served as the RFP. Both individual’s contracts have been terminated.
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Although this was a violation of our Local and Legal Procurement
Policies, i.e. Texas Education Code, we do believe the action of posting an
RFP would be wasteful and useless. This was confirmed in FY 13. An
RFP for FY 13 was posted in two newspapers for 10 ten days at the cost of
$1,000. No potential vendors or bids came as a result of this newspaper
announcement. We are absolutely sure this is because of the rural location
of our ISD. The specialized work/service our department needs and uses
does not exist in our county.

USAC Management Response

Program rules require Beneficiaries to follow their state and local competitive bidding
requirements in addition to the Schools and Libraries Program Rules on competitive
bidding. Since the Beneficiary did not follow its own local bidding requirements, USAC
will seek recovery of $105,570.89. USAC management concurs with the finding and
recommendation.
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Other Matter #1
Untimely Payments to Service Provider
Funding Years 2006, 2007, and 2009

Criteria

“We conclude that all funds disbursed should be recovered for any
funding requests in which the beneficiary failed to pay its non-discounted
share. While our rules do not set forth a specific timeframe for
determining when a beneficiary has failed to pay its non-discounted share,
we conclude that a reasonable timeframe is 90 days after delivery of
service. Allowing schools and libraries to delay for an extended time their
payment for services would subvert the intent of our rule that the
beneficiary must pay, at a minimum, ten percent of the cost of supported
services .... Accordingly, we clarify prospectively that a failure to
pay more than 90 days after completion of service (which is roughly
equivalent to three monthly billing cycles) presumptively violates our rule
that the beneficiary must pay its share. For purposes of resolving any
outstanding issues relating to audits conducted prior to the issuance of this
clarification, we direct USAC to determine whether full payment had been
made as of the time the audit report was finalized. If any amounts
remained outstanding at the conclusion of the audit work, that constitutes a
rule violation warranting recovery of all amounts disbursed. Information
on payment of the non-discounted share shall be sought from the
beneficiary.” Fifth Report and Order, FCC 04-190, 9 24 (2004).

Condition

Zapata ISD did not demonstrate sufficient knowledge of the Rules governing timely
payments to service providers. Zapata ISD did not pay its non-discounted share to the
service provider in a timely manner in the following instances:

For FRN 1481533, Trillion Partners, Inc. (Trillion) billed Zapata ISD on August
11, 2006, but Zapata ISD did not pay its non-discounted share to Trillion until
December 6, 2006.

For FRN 1517636, Trillion billed Zapata ISD on October 24, 2007, but Zapata
ISD did not pay its non-discounted share to Trillion until February 28, 2008.

For FRN 1517636, Trillion billed Zapata ISD on July 1, 2007, but Zapata ISD did
not pay its non-discounted share to Trillion until October 19, 2007.

For FRN 1820389, Trillion billed Zapata ISD on November 18, 2009, but Zapata
ISD did not pay its non-discounted share to Trillion until February 24, 2010.
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In addition, Zapata ISD paid $3,384.00 for invoice #002494 on November 19, 2007,
although that invoice amount was a credit from Trillion for IA services received for FRN
1517636. By making that payment, it appeared Zapata ISD did not properly review
service provider bills before payment.

We also noted that Zapata ISD recorded incorrect invoice dates on the paystubs
applicable to check payments made for FRNs 1481533 and 1517636. By having those
errors, it appeared Zapata ISD did not properly review and reconcile supporting
documentation to substantiate that its payments were made in a timely manner.

Cause

Zapata ISD did not demonstrate sufficient knowledge of the Rules governing the
reasonable timeframe in which bills should be paid. In addition, Zapata ISD did not have
an adequate process in place to ensure its supporting documentation is properly reviewed
for accuracy.

Effect

There is no monetary effect associated with this other matter as Zapata ISD paid its non-
discounted share to the service provider prior to completion of the audit. However, the
possibility exists that funding could be denied or recovered if service provider bills are
not paid in a timely manner.

Recommendation
We recommend Zapata ISD ensure that its non-discounted costs are paid in a timely
manner.

Beneficiary Response
Measures are in place, [i.e. our ] ICP, [our Internal Controls Plan that we
submitted to USAC to address findings from the audit conducted by Ernst
& Young in 2009],which will ensure this circumstance does not occur in
the future. We assembled a committee, involving multiple divisions of
our district to draft and finalize an Internal Controls Plan (ICP) to be a
handbook to all stakeholder[s] of the E-Rate Program process. This plan
holds individuals accountable for their duties and has no single point of
failure. Documentation procedures are the backbone to this ICP. We have
acquired several applications to monitor and document equipment and
services, i.e. switches, invoices, bills, canceled checks. An important
addition to the ICP was the idea of participating in HATS, Helping
Applicants to Succeed. SLD changes and evolves so often to keep up with
today’s technology, a helping hand to maintain and grow with the program
would be welcomed at our district. Ref. ICP 2010-2011 attached.

USAC Management Response
The FCC’s Fifth Report and Order clarified that “failure to pay more than 90 days after
completion of service (which is roughly equivalent to three monthly billing cycles),
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presumptively violates our rule that the beneficiary must pay its share.” Ultimately, the
Beneficiary paid the non-discount portion; therefore, no recovery is required. USAC
management concurs with the matter and recommendation.
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Other Matter #2
Lack of Documentation
Funding Years 2005 to 2009

Criteria
Schools and libraries shall retain all documents related to the application
for, receipt, and delivery of discounted telecommunications and other
supported services for at least 5 years after the last day of service
delivered in a particular Funding Year. Any other document that
demonstrates compliance with the statutory or regulatory requirements for
the schools and libraries mechanism shall be retained as well. 47 C.F.R. §
54.516(a)(1).

Condition
Zapata ISD was unable to provide the following documentation to support its compliance
with the Rules:

1. For Funding Years 2005 and 2009, there were no records of a bid evaluation (i.e.,
tally of the scores given by the members of the Bid Evaluation Committee to
select a service provider) for Telecommunications, Internet Access, and BMIC
services nor were there records of communication held with potential vendors.

2. For Funding Years 2006 to 2008, there were no individual scoring sheets
completed by the members of the Bid Evaluation Committee for which bids were
evaluated.

3. For Funding Year 2005, there were no records for the BMIC services received
from Integrity Communications for FRN 1348700.

Cause

Zapata ISD did not demonstrate sufficient knowledge of the Rules governing document
retention. Zapata ISD informed us that the Technology Support person, who was
responsible for ensuring compliance with the Rules, was serving in the military during
Funding Years 2005 and 2009 and the Consultant that was hired to manage Zapata ISD’s
procurement process did not maintain the competitive bidding documentation. In
addition, Zapata ISD did not demonstrate sufficient knowledge of the Rules governing
adequate document retention.

Effect

There is no monetary effect associated with this other matter as we were able to
determine, through a review of other documentation, that Zapata ISD conducted a proper
bid evaluation prior to awarding contracts to service providers, and that it received BMIC
services from Integrity Communications. However, the possibility exists that funds could
be denied or recovered if there is a failure to maintain adequate documentation to verify
the competitive bidding process was appropriate and BMIC services were received.
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Recommendation

We recommend Zapata ISD ensure that sufficient, appropriate documentation is
maintained at least 5 years after the last day of service delivered in a particular Funding
Year to verify that the competitive bidding process is appropriate and BMIC services are
received.

Beneficiary Response
Measures are in place, [i.e. our | ICP, [our Internal Controls Plan that we
submitted to USAC to address findings from the audit conducted by Ernst
& Young in 2009],which will ensure this circumstance does not occur in
the future. We assembled a committee, involving multiple divisions of
our district to draft and finalize an Internal Controls Plan (ICP) to be a
handbook to all stakeholder[s] of the E-Rate Program process. This plan
holds individuals accountable for their duties and has no single point of
failure. Documentation procedures are the backbone to this ICP. We have
acquired several applications to monitor and document equipment and
services, 1.e. switches, invoices, bills, canceled checks. An important
addition to the ICP was the idea of participating in HATS, Helping
Applicants to Succeed. SLD changes and evolves so often to keep up with
today’s technology, a helping hand to maintain and grow with the program
would be welcomed at our district. Ref. ICP 2010-2011 attached.

USAC Management Response

Pursuant to FCC rules, applicants are required to maintain records for a minimum of five
years. Going forward, the applicant should familiarize itself with the FCC’s Fifth Report
and Order, which clarified record keeping requirements. For further guidance, the
applicant should refer to the Schools and Libraries section of USAC's website and the
link to "Understanding Audits," then access the training presentations available under
"Audit Presentation." USAC management concurs with the matter, effect and
recommendation.

This concludes the results of our audit. Certain information may have been omitted from
this report concerning communications with USAC management or other officials and/or
details about internal operating processes or investigations. This report is intended solely
for the use of USAC, the Beneficiary, and the FCC and should not be used by those who
have not agreed to the procedures and taken responsibility for the sufficiency of those
procedures for their purposes.

cc: Mr. D. Scott Barash, USAC Acting Chief Executive Officer
Mr. David Capozzi, USAC Acting General Counsel
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